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Mr. Chairman, | appreciate this opportunity to testify before the Committee on the status of agricultura
trade negotiations. | will focus my comments on the affect of trade negotiations on internationa food
assigtance.

| am Government Relations Director at the firm Cadwaader, Wickersham & Taft and also serve as
Executive Director of the Codlition for Food Aid. The members of the Codition are private, non-profit
organizations and cooperatives that desgn and implement food aid and other programsin developing
countries to improve the quality of life and to promote food security and economic growth.* Attached is
a letter sent by the Coadlition last year to the World Trade Organization (WTO) after the first text on
agriculture modalities for the Doha Development Agenda (DDA) was rel eased.

Although the purpose of food ad is humanitarian and development assistance, it is the subject of
agriculturd trade negotiations because it involves agricultural commodity exports. Food aid is not
consdered an export subsdy and is permitted without limitation under Article 10.4 d the Uruguay
Round (UR) Agreement on Agriculture, which grikes a fair balance between the legitimate food aid
needs of poor and trandtiond countries and non-interference with commercia trade. Under Article
10.4, food ad is consdered legitimate if it meets the requirements of the Food Aid Convention (FAC),
does not create a disncentive to agriculturd development in the recipient country, and does not interfere
with commercid sdesto the recipient country. The FAC isamultilaterd agreement that seeks to assure
minimum commitments of food aid by donor countries each year and supports the use of food ad for
both emergency and chronic (e.g. non-emergency) needs. Agreements are permitted between a donor
country and a foreign government, inter-governmenta agency or humanitarian and development
organization

Proposals currently under consderation a the World Trade Organization (WTO) DDA trade
negotiations thresten the continuation of non-emergency food assistance programs that promote food

'The members of the Coalition for Food Aid are: ACDI/VOCA, Adventist Development & Relief Agency
International, Africare, American Red Cross, CARE, Catholic Relief Services, Counterpart, Food for the Hungry
International, International Orthodox Christian Charities, International Relief & Development, Land O’ Lakes, Mercy
Corps, OIC International, Project Concern, Save the Children, and World Vision.



security and economic growth in low-income, food-deficit countries. It is criticd that the Doha Round
negotiators protect againg any deviation from the present text of Article 10.4 that could place existing
food assistance programs in jeopardy and result n aloss of flexibility in providing aid to poor and
trangtiond countries.

In arguing for redtrictions on food aid programs, severd agricultura exporting nations have overstated
the effect of these programs on commercia trade. Although the donor base and types of commodities
provided have expanded over the years, minimum donor commitments under the FAC have actudly
fdlen from 7.52 million metric tons per year in 1986 to 4.895 million metric tons per year (plus a $130
million cash contribution) in 1999. This is well short of the origind FAC god for minimum donor
commitments of 10 million metric tons per year. U.S. non-emergency programs currently provide 2
million metric tons per year, which is much less than the chronic shortfdl of 15 million metric tons of
food in the sixty poorest, food deficit countries.

To assure that adequate amounts of food aid are available on aregular basis and that effective programs
can be developed to promote food security, the following actions are recommended:

Both governmental and non-governmentd bilateral agreements must continue to be
dlowed. Non-emergency hilaterd programs are criticad for reaching a diversty of
underserved populations, as a tool for long-term improvements in food security and for

building loca capacity.

To provide a predictable and steady amount of assistance to address chronic needs,
donor countries should increase their annua food aid commitments, aming for the
origind FAC minimum of 10 million metric tons  In regards to U.S. programs, no
further cuts should be made in the P.L. 480 Title | program, the 400,000 metric ton
minimum for the Food for Progress Program should be met, adequate funding should be
provided for the 2,500,000 metric ton requirement for P.L. 480 Title Il programs, and
the U.S. Agency for International Development (USAID) should meet to the 1,875,000
metric ton minimum leve for non-emergency programs.

Countries should adhere to the notification and consultation requirements of the UN
Food and Agriculturd Organization (FAO) Consultative Subcommittee on Surplus
Digposa (CSSD). This, rather than the WTO, is the appropriate forum for consdering
issues related to norrinterference with commercid sales.

Continued Need for Food Aid

This year marks the Fiftieth Anniversary of the Food for Peace program. With bipartisan and broad
public support, Food for Peace has provided 72 million metric tons of food aid to aleviate hunger and
to promote growth and security in the developing world. It has helped 750 million people — more than
any other U.S. foreign assstance program. Former recipients include Korea, Hong Kong, Taiwan,
Indonesia, Philippines, Thailand, Madaysa, Singapore, Mexico, Turkey, Algeria, Egypt, Greece, Brazil,
and Poland — dl of which are important trade partners, today.



While the United States can be proud of this record, there are chdlenges ahead. Sadly, today, over
800 million people do not get enough to eat. Chronic needs are growing due to the prevalence of
HIV/AIDS and setbacks caused by natural disasters, civil grife and economic downturns.  If non
emergency food aid programs are reduced, millions of people will suffer.

Status of Food Aid in the Doha Round

The United States origind postion on food ad in the Doha Round, as dtaed in its June 2000
submission, was to preserve Article 10.4 asis. Since then, the U.S. position has changed. The export
competition section of the US-EU Agriculture Framework (presented on August 13, 2003) states:
“Disciplines shdl be agreed in order to prevent commercia displacement through food aid operations”
This language was included in September 13, 2003 Derbez Text, which states under Annex A, Section
3.5, “Additiona disciplines shdl be agreed in order to prevent commercid displacement thru food aid
operations.” The Derbez Text is currently being used in DDA agriculturd meetings as the members
develop the framework for further negotiations.

The meaning of “additiona disciplines’ is open to interpretation. The WTO Secretariat’s April 20,
2004 update on the negoatiations provided the following explanation: “The Derbez draft proposes that
an end date for phasing out al forms of export subsidies (i.e. including subsidized export credit and
some forms of food aid) should be negotiated.” [WTO Agriculture Negotiations: The Issues, And
Where We Are Now: April 20, 2004. WTO Secretariat, page 18]

This reference to phasing out “some forms of food aid” is worrisome. It is not clear what this would
include. Last year, Attachment 6 of the Revised Draft Moddlities on Agriculture (March 18, 2003,
“Harbinson Draft”) proposed diminaing government-to-government bilaterd food aid agreements for
non-emergency programs and dlowing other food aid programs to be chdlenged by WTO members
and subject to WTO dispute settlement procedures.  However, the EU wanted to go further, only
dlowing cash to be used for non-emergency food ad, which would effectively diminate the Title |, Title
Il non-emergency, McGovern-Dole and Food for Progress programs.

The European Commisson’s May 9, 2004 open letter to WTO colleagues states that in order for the
EU to move forward on export subsdy negotiations, there must be “full pardlelism on dl forms of
export compstition, including export credits, food aid and STES” On May 13, 2004, U.S. Trade
Representative Zodlick commented, “If the European Union can move on this critical point, asit seems
close to doing, the United States will diminate the subsidy ement of export credits and discipline food
ad to avoid commercid displacement, while still permitting countries to meet vital humanitarian needs”
Although it is understandable that Ambassador Zoellick welcomes an opening to proceed with the
negotiations, thisimplied comparison between food aid and export subsidies is disturbing.

Export subsidies lower the cost of commercid saes on the international market and the purchaser pays
the sdler. Food ad is adonation of commodity for direct distribution to specific populations; the sale of
a donated commodity and the retention of the currencies in the recipient country to be used on specific
projects, or a long-term loan a concessond rates, alowing the commodity to be sold on the market
and the currencies used in the recipient country for many years before repayment is due. Food aid
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targets countries and populations that lack access to adequate amounts of food to lead hedthy,
productive lives. If the tenets of the FAC are followed, as they are for U.S. food assistance, then food
ad is an effective tool for emergency rdidf, dleviaing chronic hunger, and addressing trangitiond or
structura food shortages in net food-importing developing countries (NFIDCs).

It seemsthat EU concerns views about food ad reflect (1) a lack of information about current U.S.
food ad programs; (2) memories of severd large U.S. food aid programs; (3) a generd distrust of the
United States' assertions that its food aid programs are not aform of export subsidy; and (4) positioning
by the EU for negatiations on the eimination of export subsdies.

Many developing countries have a very different view of food ad and have expressed ther views
through a variety of submissons to the WTO. However, it is necessary to differentiate between
developing countries that are agriculturd exporters, such as Argentina and Brazil, and the 49 least
developed countries (LDCs), such as Bangladesh and Uganda, and NFIDCs such as Honduras and
Guaemda. Countries in the latter two categories support continued bilaterad food ad for both
emergencies and chronic needs. O course, they do not want commodities to be “dumped”’ on their
markets or through digtribution programs because it could harm their fragile agricultura economies.
However, they recognize that food aid programs can be and are being used to promote food security
and that too much emphasisis being placed in the WTO on potentid negative impacts. Asan example,
the “Dakar Declaration of the Third LDC Trade Minisers Meeting” (May 5, 2004) proposes that
Derbez Text should include the following postive statement: “Food aid provided by Members to meet
emergency Stuations, and humanitarian and development objectives, and to address the chronic food
deficit Stuation in LDCs shdl be dlowed.”

Rationale for Limiting Food Aid is Flawed

The Harbinson Draft (Attachment 6, Revised Draft of the Modalities on Agriculture, March 18,
2003) datesthat the intent of creeting new food aid disciplines in the DDA isto ensure that food aid is
not used for surplus disposa or to achieve advantages in the ommercid market. Currently, Article
10.4 relies on the UN Food and Agriculturd Organization (FAO) Consultative Subcommittee on
Surplus Digposd (CSSD) to provide this overdgght because it has been used for that purpose for
decades. If there are concerns that countries are not meeting the natification and consultation
requirements of the CSSD, then these issues should be discussed at the FAO and appropriate measures
should be taken to address problems.

Papers submitted by WTO members for the DDA and discussions with severd of the negotiators from
different countries indicate that U.S. food aid programs are not well understood. In addition, the BJ
approaches food aid very differently than the United States. The EU has concluded that food aid can
not be used effectively to promote long-term food security and is only useful for certain emergencies.
Therefore, the EU clams that non-emergency food ad is surplus disposd or circumvention of export
subsdy limitations. With al of the political posturing over export subsidies, it is difficult to separate fact
from fiction.



Firg, the potential impact of food ad on commercid trade is overstated. The leves of food ad are
much less than what is needed to meet chronic needs and emergencies. Total US food aid was only 4.6
million metric tons (MMT) in FY 2003, of which 57% was for emergency use, leaving only 2.0 MMT
for countries and people who suffer from chronic food shortages or hunger. The USDA Economic
Research Service reports that chronic food shortages in the 60 most food insecure countries equas
about 15 MMT/year. Thus, the United States is only providing 13% of the amount needed to address
chronic food shortages, and other donors combined provide even less.

Second, clams are made that large-scde food ad programs are interfering with loca agriculturd
production and commercia imports. Indeed, thisis possible, but large-scale programs arerare. Large
digtributions occur during emergencies when needs assessments indicate that large quantities are needed
to prevent hunger and sarvation. Recent examples are the war in Afghanistan, the southern African
drought in 2002, the Ethiopian and Eritrean drought in 2002 and 2003, and the current crisis in the
Sudan.

Since 1993, there have been very few large non-emergency programs. QOne program that caused a
great ded of controversy both here and abroad was the 1999 Section 416 program approved for
Russa Because of the negative feedback, it was not repeated. The memory of the Russia program
seems to haunt food ad negotiations, even though such programs have been discontinued.

Third, some countries believe that snce donations tend to be grester in years when prices are low, food
ad is linked to surplus disposd. Developing countries and the FAC point out that a predictable and
steady amount of food aid should be made available and that donors should endeavor to provide more
food assstance when commodity. In this way, food ad is more clearly linked to addressng food
insecurity in vulnerable countries, rather than building dependency. It is ironic that U.S. food aid
programs are being faulted for not meeting this intent, because U.S. laws explicitly cal for linking food
ad to food security. However, budget congtraints make it difficult to meet this objective.

Food ad funding is largely dependent on annua agppropriations and the budget is limited. Withina
limited budget, when prices are low, more commodities can be purchased; when prices are high, fewer
commodities can be purchased. For example, Title | dlows government-to-government agreements
that are very hdpful to NFIDCs, but its budget has been drastically cut over the past decade. High
commodity and freight rates this year will cause the amount provided under Title | to fdl even further.

Although funding for Title Il has increased over the past severd years, the amount provided for non
emergency programs has actualy decreased. The Title Il statute includes a requirement that at least
2,500,000 metric tons of commodities be made available each fisca year, of which 1,875,000 metric
tons is reserved for nonemergency programs. The U.S. Agency for International Development is not
seeking proposals to meset the 1,875,000 metric ton requirement, even though additional food ad is
needed for nonemergency programs that help food insecure communities, such as those that are
vulnerable to disasters and where HIV/AIDS is prevaent. The Office of Management and Budget has
decided that the current Title Il budget must cover dl emergency food aid needs, rather than depend on
the Bill Emerson Humanitarian Trust as a contingency reserve for emergencies. Therefore, USAID sets



adde extra Title 1l funds for emergencies and is only providing 900,000 to 1,000,000 metric tons for
nonemergency programs.

Fourth, one of the papers submitted during the Doha Round negotiations assumes that food aid
donations provide specid advantages for commercid companies to sal additiond products in the
recipient country. U.S. food aid program rules and procedures protect againgt such “tied” commercid
benefits through the use of an open tender for commodities that is separate from the tender for freight.
No one company is guaranteed to win the commodity tender and the commercial company is kept
arm'’s length from the receivers. Thus, it is not possible for the commercid company to link afood ad
donétion or saleto afuture commercid sde.

In an idedized internationd free market, any food aid, whether a grant or concessond loan, could be
consdered adigtortion. However, the actud circumstances must be considered, including the economic
and humanitarian needs of the country and the degree to which the market would be affected. Thereis
a need for baance in addressing this issue as more than 800 million people lack sufficient diets to leed
hedthy lives.

Background
Article 10.4: Uruguay Round Food Aid Provisions:

Under Article 10.4 of the Agreement on Agriculture, a country’s food aid programs are not subject to
limitation under the WTO if they meet the following criteria

1. Theprovison of food aid isnot tied to commercial sdes.

2. The provison of food aid does not creste disncentives to recipient country production or
marketing, following rules set by the Food Aid Convention (FAC). Egablished in 1967 and
most recently revised in 1999, the FAC defines food ad, dlowing donations and
concessond loans, didribution and sdes (“monetization”), and donations through
governments, intergovernmental agencies or humanitarian and development organizaions.
Donor countries that are parties to the FAC pledge to provide minimum amounts of food
ad each year and report on compliance with FAC rules governing the use of food aid.

3. The commodities provided do not displace commercid imports in the recipient country, as
determined by the UN Food and Agriculturd Organization (FAO) Consultative
Subcommittee on Surplus Disposd (CSSD). Prior to implementing a food aid program, a
donor country is required to notify the CSSD of the tonnage and type of commodity thet
will be provided and to dlow prior consultation with other exporters. The “usud marketing
requirements (UMR)” are established — the amount of the commodity that the recipient
country must continue to import commercidly during the same yesr it receives the food aid.



Recognition of Least-Developed and Net Food-I mporting Developing Countries

At the close of the UR in Marrakech in 1994, the Ministers recognized that with fewer subsidized
agricultura exports, developing countries that are net importers of agricultura commodities may be
subject to higher prices for some products. Since this could have a negative impact on these food
insecure and poor countries, the Ministers issued a decison on “Least-Developed and Net Food-
Importing Developing Guntries’ stating that the legitimate food needs of these countries should be
monitored by the WTO Committee on Agriculture and certain measures should be taken to provide
gppropriate aid to such countries. The Minigters agreed to the following measures --

1. Toreview the food ad levels established under the Food Aid Convention (FAC) and (a) to
initiate negotiations to establish a level of food aid commitments sufficient to meet the
legitimate needs of developing countries, and (b) to adopt guiddines to increase the
proportion of food aid provided in grant form or through appropriate concessond termsin
line with the FAC.

2. To give “full condderation” in ther ad programs to requests for technica and financid
assstance to improve agricultura productivity and infrastructure in these countries.

3. To ensure that any agreement relating to agricultura export credits makes appropriate
provison for differentid trestment in favor of these countries.

4. To consault with the IMF and WB about short-term difficulties some countries may have in
financing normd levels of commercid imports and whether these countries may be digible to
draw on the resources of these ingtitutions.

Harbinson Draft

Attachment 6 of the Harbinson Draft rewrites Article 10.4 of the Agreement on Agriculture. The most
prominent changesin food ad disciplines are --

1. Section 4(b)(iii), grant only. Thisprovision requires al food aid on grant terms, even though
the FAC permits concessond loans. This would result in the dimination of the PL. 480
Title | program.

2. Section 4(b)(ii), nonemergency programs.  This provison only dlows cash for
nonemergency food aid programs, except that in-kind food aid could be provided through
donor agreements with UN specidized food agencies and humanitarian organizations and
internationa organizations. Thus, government-to-government “in-kind” food aid agreements
would not be permitted, even though they are alowed under the FAC. Some exporting
countries, particularly the EU, ae advocating further redtrictions, such as diminating dl
bilaterd in-kind programs, having a UN agency sanction dl food ad programs or
edtablishing criteria regarding where and how food aid can be provided. The ban on
government-to-government agreements and any of the additional restrictions proposed




above will diminate targeted food security programs that are asssting millions of people.
Thus, both governmenta and nongovernmenta bilateral agreements should be permitted, as
they are under the FAC. Redtrictions on the types of food aid programs should not be
decided as part of the Doha Round.

3. Binding WTO commitment. These new food aid disciplines would be binding commitments
in the WTO and would be subject to dispute settlement proceedings and related pendties.
Because dl donor countries are members of the WTO, the redtrictions in the Doha Round
would apply to the provison of food aid by a donor country to any country, regardless of
the recipient’s WTO membership status. Thus, another exporting country could chalenge
the United States on the shipment of whest, corn, soy, dary, legumes or any other
commodity under afood aid program and initiate a dispute under WTO rules.

Mr. Chairman, thank you for this opportunity to testify. | would be pleased to answer any questions
you may have.



